
COMMONWEALTH OF KENTUCKY 

BEFORE THE ENERGY REGULATORY COMMISSION 

* * * * 
In t h e  Matter of 

NOTICE TO ADJUST RATZS ) 
BY ELAM UTILITY COMPANY) 
I N C . ,  MORGAN COUNTY, ) 
KENTUCKY 1 

CASE NO. 7601 

O R D E R  

On October 11, 1979, E l m  U t i l i t y  Company, I n c . ,  ( E l a m )  

f i l e d  an  a p p l i c a t i o n  t o  a d j u s t  i ts  rates a n d  charges i n  order t o  

i n c r e a s e  a n n u a l  r e v e n u e s  $74,835 or  a p p r o x i m a t e l y  33.25. The 

p r o p o s e d  t a r i f f s  were t o  become e f f e c t i v e  f o r  s e r v i c e  r e n d e r e d  

on and a f t e r  November 1, 1979. Elam also f i l e d  a motion s e e k i n g  

a u t h o r i t y ,  p u r s u a n t  t o  KRS 278.190(2), t o  place t h e  f u l l  i n c r e a s e  

requested herein i n t o  effect on an interim basis. By Order dated 

October 15,  1979, t h e  Commission s u s p e n d e d  t h e  proposed rates 

u n t i l  A p r i l  1, 1980. 

The Commission, t o  d e t e r m i n e  t h e  r e a s o n a b l e n e s s  of t h e  

proposed rates, set a p u b l i c  h e a r i n g  t o  be h e l d  November 8, 1979. 

Notice of s u c h  h e a r i n g  w a s  made by Elam i n  manner s  prescribed by  

Kentucky Revised S t a t u t e s  a n d  t h e  Commiss ion’s  r u l e s  a n d  r e g u l a t i o n s .  

The h e a r i n g  was h e l d  as s c h e d u l e d  w i t h  t h e  A t t o r n e y  Genera l ’ s  

Div is ion  of Consumer In t e rven t ion ,  t h e  sole  i n t e r v e n o r ,  being p r e s e n t .  

A t  t h e  h e a r i n g  Elam p r e s e n t e d  a d d i t i o n a l  e v i d e n c e  which  i n c r e a s e d  its 

o r i g i n a l  ra te  r e q u e s t  by $4870 t o  $79,700. A l l  r e q u e s t e d  i n f o r m a t i o n  

h a s  been  provided and  made a pa r t  of t h e  record. 

On J a n u a r y  9, 1980 t h e  Commission f o u n d  t h a t  E l a m ’ s  credit a n d  

o p e r a t i o n s  had b e e n  m a t e r i a l l y  impaired d u e  t o  i n a d e q u a t e  e a r n i n g s ,  

a n d  Ordered a n  i n t e r i m  i n c r e a s e  of $74,335 p l a c e d  i n t o  effect sub jec t  

to  r e f u n d  upon f i n a l  d e t e r m i n a t i o n  of t h i s  case. 



TEST PERIOD 

The Commission, f o r  t h e  p u r p o s e  of t e s t i n g  t h e  r e a s o n a b l e n e s s  

of t h e  p r o p o s e d  ra tes ,  h a s  adopted t h e  t w e l v e  months  e n d i n g  Augus t  31, 

1979. A d j u s t m e n t s ,  w h e r e  p r o p e r  a n d  r e a s o n a b l e ,  h a v e  been  i n c l u d e d  

t o  more c l e a r l y  reflect c u r r e n t  o p e r a t i n g  c o n d i t i o n s .  

REVENUES AND EXPENSES 

Elam proposed s e v e r a l  a d j u s t m e n t s  t o  i t s  income s t a t e m e n t  t o  

nore c l e a r l y  ref lect  o p e r a t i n g  c o n d i t i o n s .  These  a d j u s t m e n t s  t o  

r e v e n u e s  and  e x p e n s e s  are detai led i n  t h e  e v i d e n c e  of record a n d  

t h e  Commission f i n d s  these a d j u s t m e n t s  t o  be proper for  r a t e - m a k i n g  

p u r p o s e s .  

The C o m m i s s i o n  h a s  m a d e  t w o  f u r t h e r  a d j u s t m e n t s  t o  E l m ' s  

income s t a t e m e n t .  *he f irst  a d j u s t m e n t  i n c r e a s e s  o p e r a t i n g  r e v e n u e s  

a n d  p u r c h a s e d  gas e x p e n s e  by $29,961 t o  reflect  P u r c h a s e d  G a s  A d j u s t m e n t s  

approved s i n c e  t h e  e n d  of t h e  test  year. The second a d j u s t m e n t  i n c r e a s e s  

o p e r a t i n g  e x p e n s e s  by $160 t o  i n c l u d e  t h e  a c t u a l  a n n u a l  Energy  

R e g u l a t o r y  Commission a s s e s s m e n t  f o r  t h e  f i s c a l  y e a r  1980-81. 

T h e r e f o r e ,  test y e a r  o p e r a t i o n s  h a v e  been  a d j u s t e d  as fol lows:  

P r o  forma 
A c t u a l  A d j u s t m e n t s  A d j u s t e d  

O p e r a t i n g  Revenue $186,868 $ 44,977 $ 231,845 
O p e r a t i n g  Expenses  204,516 60,915 265,431 
O p e r a t i n g  Income ( 17,648 ) (15,938) (33,586 j 

The Commission is e x t r e m e l y  c o n c e r n e d  w i t h  E l m ' s  f a i l u r e  to 

meet i ts  p u r c h a s e d  gas e x p e n s e  ob l iga t ions .  T h i s  s i t u a t i o n  jeopardizes 

E l m ' s  a b i l i t y  t o  p r o v i d e  c o n t i n u o u s  re l iab le  s e r v i c e  t o  its consumers  

and w i l l  n o t  be tolerated by t h e  Commission. T h e r e f o r e ,  t h e  Commission 

f i n d s  t h a t  Elam shou ld  t a k e  immediate a c t i o n  i n  order t o  e l i m i n a t e  t h e  

past due p o r t i o n  of t h i s  expense a n d  s h o u l d  n o t i f y  t h i s  Commission of 

p r o v i s i o n s  made t o  r e c t i f y  t h i s  s i t u a t i o n .  

VALUATION METHODS 

The Commission has  t r a d i t i o n a l l y  c o n s i d e r e d  t h e  o r i g i n a l  cost 

of u t i l i t y  p l a n t ,  t h e  n e t  i n v e s t m e n t  and  t h e  capi ta l  s t r u c t u r e  i n  t h e  

determination of f a i r ,  j u s t  and reasonable rates. Elam, however ,  is 

c u r r e n t l y  engaged  i n  a t o t a l  r e c o n s t r u c t i o n  of i ts  gas s y s t e m .  
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To f i n a n c e  t h i s  c o n s t r u c t i o n  Elam a p p l i e d  for and received a l o a n  

from t h e  Gas S y s t e m  Restoration Project Account i n  t h e  amount of 

$589,100 a t  a n  i n t e r e s t  r a te  of 5.125%. A f t e r  c o n s i d e r a t i o n  of t h e  

debt s e r v i c e  r e q u i r e m e n t s  of $47,835 placed upon Elam by t h i s  

l o a n t h e  Commission h a s  c o n c l u d e d  t h a t  e m p h a s i s  s h o u l d  be placed o n  

Elam's ability t o  pay i ts  c u r r e n t  o p e r a t i n g  e x p e n s e s  a n d  t o  m e e t  i ts 

debt service r e q u i r e m e n t s  i n  d e t e r m i n i n g  f a i r ,  j u s t  a n d  reasonable 

rates i n  t h i s  m a t t e r .  

SERVICE LINE OWNERSHIP 

As a p a r t  of t h e  r e c o n s t r u c t i o n  of t h e  s y s t e m  u n d e r  t h e  gas 

r e s t o r a t i o n  p r o j e c t  of t h e  Depar tmen t  of L o c a l  Government ,  E l a m  h a s  

replaced a l l  s e r v i c e  l i n e s  t o  a n d  t h r o u g h  t h e  o u t l e t  riser a t  a t o t a l  

approximate cost of $38,500. E l a m ,  therefore f i l e d  its Mot ion  o n  

J u l y  7 ,  1980 i n  t h i s  case r e q u e s t i n g  a u t h o r i z a t i o n  t o  own t h e  l i n e s  

i n  q u e s t i o n  a n d  t o  i n c l u d e  t h e  cost  of these l i n e s  i n  i ts rate base 

for t h e  p u r p o s e  of s e t t i n g  i ts rates.  T h i s  Motion c o n s t i t u t e s  a 

r e q u e s t  for dev ia t ion  from t h e  p r o v i s i o n s  of 807 KAR 50:035 (10) (b) 

w h i c h  p r o v i d e s  t h a t  t h e  c u s t o m e r  s h a l l  h a v e  t h e  r e s p o n s i b i l i t y  of 

l a y i n g  the pipe f r o m  t h e  c u r b  s t o p  t o  t h e  place of consumpt ion .  

The Commission, h a v i n g  c o n s i d e r e d  t h e  Mot ion ,  a n d  a l l  e v i d e n c e  

of record is of t h e  o p i n i o n  t h a t  t h e  g r a n t i n g  of t h e  r e q u e s t e d  a u t h o r i t y  

is i n  t h e  best interest of t h e  customers as  t h e  s a f e t y  of t h e  s y s t e m  

w i l l  be g r e a t l y  Improved .  

The Commission is f u r t h e r  of t h e  o p i n i o n  t h a t  t h e  h a n d l i n g  of 

t h e  cost i n  t h i s  manner is t h e  m o s t  e c o n o m i c a l  me thod  f o r  E l a m ' s  

customers .  

RATE DESIGN 

Elam proposed to replace its e x i s t f n g  d e c l i n i n g  block rate 

s t r u c t u r e  w i t h  a t w o  s t e p  e n e r g y  rate a n d  a cus tomer  charge. The 

Commission is of t h e  o p i n i o n  and f i n d s  t h a t  t h e  proposed rate d e s i g n  

s h o u l d  e n c o u r a g e  e n e r g y  c o n s e r v a t i o n  a n d  is i n  t h e  p u b l i c  in terest  

and should be a p p r o v e d .  The rates s e t  o u t  i n  t h e  a t t a c h e d  Appendix "A" 

reflect t h i s  change .  
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SWMARY 

The Commission, af ter  c o n s i d e r a t i o n  of t h e  evidence of record 

and being f u l l y  advised ,  is of t h e  o p i n i o n  and f i n d s  t h a t  gross a n n u a l  

r e v e n u e s  of $311,550 are n e c e s s a r y  i n  t h i s  case. The ra tes  a p p r o v e d  

h e r e i n  i n c l u d e  a l l  p u r c h a s e d  g a s  a d j u s t m e n t s  a p p r o v e d  by t h e  Commission 

s u b s e q u e n t  t o  t h e  e n d  of t h e  test  p e r i o d  and are t h e  f a i r ,  j u s t  and 

r e a s o n a b l e  rates f o r  Elam i n  t h a t  t h e y  will p r o d u c e  revenues s u f f i c i e n t  

t o  p e r m i t  i t  t o  p a y  its operating expenses and service its d e b t .  

The Commission f u r t h e r  f i n d s  t h a t  t h e  rates p r o p o s e d  by E lam i n  

t h i s  case a n d  set o u t  i n  Appendix "A" are t h e  f a i r ,  j u s t  and reasonable 

rates i n  t h a t  t h e y  w i l l  p r o d u c e  a d d i t i o n a l  gross r e v e n u e s  of a p p r o x i m a t e l y  

$79,700 and s h o u l d  be a p p r o v e d .  

The Commission f u r t h e r  f i n d s  t h a t  t h e  emergency rates g r a n t e d  Elam 

i n  t h e  I n t e r i m  O r d e r  dated J a n u a r y  9 ,  1980, p r o d u c e  a n n u a l  r e v e n u e s  less 

t h a n  t h e  amount f o u n d  r e a s o n a b l e  h e r e i n ,  t h e r e f o r e ,  no  r e f u n d  is r e q u i r e d .  

IT IS THEREFORE ORDERED, t h a t  t h e  rates set f o r t h  i n  Appendix "A" 

a t t a c h e d  h e r e t o  and made a part  hereof be and t h e y  h e r e b y  are approved 

as t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  rates for  s e r v i c e  r e n d e r e d  by Elam 

U t i l i t y  Company, I n c . ,  on and a f t e r  t h e  da te  of t h i s  O r d e r .  

IT IS FURTHER ORDERED, that for  t h e  r e a s o n s  se t  f o r t h  o n  p a g e  3 

of t h i s  Order,  E l m  U t i l i t y  Company, I n c .  be and  is h e r e b y  a u t h o r i z e d  

t o  own a l l  t h e  s e r v i c e  l i n e s  t o  a n d  t h r o u g h  t h e  o u t l e t  riser a n d  t o  

i n c l u d e  t h e  cost of t h e s e  s e r v i c e  l i n e s  i n  its Rate B a s e  for  t h e  p u r p o s e  

of s e t t i n g  rates. 

IT IS FURTHER ORDERED, t h a t  Elam Utility Company, I n c . ,  s h a l l  

keep t h e  s e r v i c e  l i n e s  i n  good r e p a i r  i n  a c c o r d a n c e  w i t h  t h e  r e g u l a t i o n s  

of this Commission. 

I T  IS FURTHER ORDERED, t h a t  Elam U t i l i t y  Company, I n c . ,  s h a l l  

f i l e  w i t h  t h e  Commission q u a r t e r l y  f i n a n c i a l  r e p o r t s  c o n s i s t i n g  of a n  

income statement a n d  balance s h e e t .  Amounts i n c l u d e d  as o p e r a t i n g  

r e v e n u e  a n d  e x p e n s e s  a n d  p l a n t  a c c o u n t s  s h o u l d  be shown i n  d e t a i l  as  

p r o v i d e d  fo r  i n  t h e  Uniform Sys tem o f  Accoun t s  prescribed for  N a t u r a l  

Gas Companies as a d o p t e d  by t h i s  Commission. 
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IT IS FURTHER ORDERED, t h a t  Elam U t i l i t y  Company, Inc., shall 

immediately make and f i l e  w i t h  this Commission prov i s ions  to eliminate 

t h e  p a s t  due portion of its purchased  gas e x p e n s e .  

IT IS FURTHER ORDERED, t h a t  Elam U t i l i t y  Company, Inc., s h a l l  

file w i t h  t h e  Commission w i t h i n  t h i r t y  (30 )  d a y s  from t h e  date of t h i s  

O r d e r  its revised tariff  s h e e t s  s e t t i n g  out the rates approved herein.  

Done at Frankfort, Kentucky, this t h e  11th day of August ,  1980. 

ATTEST : 

Secretary 



. .  . . .* .. e 
APPENDIX "A" 

APPENDIX TO AN ORDER OF THE ENERGY REGULATORY 
COMHISSION I N  CASE NO. 7601 DATED AUGUST 11, 1980.  

The following rates are prescribed for the customers in 

the area served by Elam Utility Company. All other rates and 

charges not specifically mentioned herein shall remain the same 

as those in effect under authority of the Commission prior to 

the date of this Order. 

RATES: Monthly 

Customer Charge $3.00 

F i r s t  11 WCF $ 4 . 1 7  per MCF 

Over 11 HCF $5.17 per MCF 

PURCHASED GAS ADJUSTMENT CLAUSE 

The rates authorized herein are based upon the wholesale 
cost of gas to the Applicant as computed upon rates of its 
wholesale suppliers then currently in effect under Federal Energy 
Regulatory Commission tariffs for interstate business or under 
wholesale t a r i f f s  of this Cornmission. For the purpose of this 
purchased gas adjustment clause, these rates shall be considered 
as the base rate f o r  purchased gas. In the event there is an 
increase in this base rate the Applicant shall f i l e  with this 
Commission the following information: 

(1) A copy of the Federal Energy Regulatory Commission 
tariff or wholesale tariff of this Commission effecting the 
change in the base rate and a statement relative to the effective 
date of such proposed change. 

(2) A statement setting out the details of gas purchased 
under the provision of the base rate for the previous twelve 
months showing billing under the base rate and under the proposed 
revised rate applicable to this service. 

(3) A statement setting out the details of gas sold for 

( 4 )  A balance sheet as of the end of the latest twelve- 
month period and a statement of operating expenses and revenues 
in the same detail as reported to this Commission in the Utility's 
Annual Report. 

for a proper determination of the purchased gas adjustment. 

the previous twelve months. 

( 5 )  Such other information as this Comm1c;sion may request 

In the event there is a decrease in purchased gas costs or 
refund, the Applicant shall file the information required in 1, 
2, and 4 above. 

Upon receipt 0 2  this information, this Commission will 
review the effect of the revised rate on the operation of the 
Applicant and will i s s u e  its Order setting out the purchased gas 
adjustment t h a t  the Utlljty shall apply to its rni.cR. 



The maximum amount of t h e  a d j u s t m e n t  so  p r e s c r i b e d  s h a l l  n o t  
p r o d u c e  r e v e n u e  a d j u s t m e n t s  based upon t h e  a c t u a l  p r e c e d i n g  t w e l v e -  
month p e r i o d ,  greater t h a n  t h e  d i f f e r e n c e  betweer. t h e  p u r c h a s e d  gas 
b i l l e d  a t  t h e  t h e n  e x i s t i n g  rates a n d  t h e  p u r c h a s e d  g a s  b i l l e d  a t  
t h e  r e v i s e d  rate.  

On and  a f t e r  t h e  e f f e c t i v e  date  of t h i s  ra te  s c h e d u l e ,  I f  
any  i n c r e a s e  o r  decrease is made i n  t h e  ra te  a t  w h i c h  Company's 
gas s u p p l i e r s  s e l l  gas t o  t h e  Company, t h e  u n i t  charges of t h e  
a f o r e s a i d  ra te  s c h e d u l e  s h a l l  be i n c r e a s e d  o r  d e c r e a s e d  by  a 
P u r c h a s e d  G a s  Ad jus tmen t  d e t e r m i n e d  as f o l l o w s :  

(1) G a s  p u r c h a s e s  w i l l  be d e t e r m i n e d  by t h e  Company u n d e r  
s u p p l i e r ' s  a p p l i c a b l e  ra te  s c h e d u l e  d u r i n g  a p e r i o d  of twe lve  
c a l e n d a r  months  e n d i n g  w i t h i n  three months  preceeding  t h e  month of 
t h e  e f f e c t i v e  date o f  t h e  s u p p l i e r ' s  r a te  c h a n g e .  Such  p u r c h a s e s  
s h a l l  be: 

(a )  A t  t h e  B a s e  S u p p l i e r  R a t e  
( b )  A t  t h e  New S u p p l i e r  Rate 

( 2 )  The d i f f e r e n c e  be tween t h e  amounts  so  d e t e r m i n e d  s h a l l  
be d iv ided  by t h e  number of c u b i c  feet of gas s o l d  by t h e  Company 
d u r i n g  t h e  s a i d  twelve-month  p e r i o d ,  u n l e s s  p u r c h a s e s  are i n  
excess of 105% of t o t a l  sales.  I n  s u c h  i n s t a n c e ,  such  d i f f e r e n c e  
s h a l l  be d i v i d e d  by sales  p l u s  f i v e  (5 )  p e r c e n t .  The u n i t  c h a r g e  
o r  c r e d i t  s o  d e t e r m i n e d ,  e x p r e s s e d  i n  cen ts  p e r  cubic f e e t ,  s h a l l  
be t h e  P u r c h a s e d  G a s  Ad jus tmen t  appl icable  t o  consumer b i l l i n g s .  

(3) The new s u p p l i e r  rates s h a l l  b e c o m e  t h e  B a s e  S u p p l i e r  
R a t e  t o  be u s e d  i n  m e a s u r i n g  t h e  e f f e c t  o f  a n y  s u b s e q u e n t  s u p p l i e r  
ra te  change .  Each s u c h  s u b s e q u e n t  c h a n g e  s h a l l  be treated i n  t h e  
s a m e  m a n n e r  as set f o r t h  a b o v e  f o r  t h e  e s t a b l i s h m e n t  of a new 
P u r c h a s e d  G a s  Ad jus tmen t  a n d  fo r  t h e  e s t a b l i s h m e n t  of a n e w  B a s e  
S u p p l i e r  Rate. 

r e f u n d  of amounts  paid t o  s u c h  s u p p l i e r  i n  r e s p e c t  of a p r i o r  
p e r i o d ,  t h e  Company w i l l  a p p l y  t o  t h e  C o m m i s s i o n  f o r  a u t h o r i t y  
a n d  upon r e c e i p t  thereof make a d j u s t m e n t s  o n  t h e  amoun t s  c h a r g e d  
t o  its c u s t o m e r s  u n d e r  t h i s  p r o v i s i o n ,  a s  f o l l o w s :  

I n  t h e  e v e n t  t h a t  t h e  Company r e c e i v e s  f rom its s u p p l i e r  a 

(1) The " R e f u n d a b l e  Amount'' s h a l l  be t h e  amount received 
by t h e  Company a s  a r e f u n d .  Such  R e f u n d a b l e  Amount s h a l l  be 
d iv ided  by t h e  number of c u b i c  f e e t  of gas t h a t  Company estimates 
it w i l l  se l l  t o  its c u s t o m e r s  d u r i n g  t h e  four -month  per iod c o m -  
mencing  w i t h  t h e  f irst  day  o f  t h e  month f o l l o w i n g  r e c e i p t  of t h e  
r e f u n d ,  t h u s  d e t e r m i n i n g  a "Refund F a c t o r . "  

( 2 )  E f f e c t i v e  w i t h  meter r e a d i n g s  t a k e n  on a n d  a f te r  t h e  
first day  of t h e  s e c o n d  month f o l l o w i n g  r e c e i p t  of t h e  r e f u n d ,  t h e  
Company w i l l  r e d u c e  by t h e  Refund F a c t o r  so  d e t e r m i n e d  a n y  P u r -  
chased G a s  Ad jus tmen t  t h a t  would o t h e r w i s e  be a p p l i c a b l e  d u r i n g  
s u c h  period. P r o v i d e d ,  h o w e v e r ,  t h a t  t h e  per iod of r e d u c e d  P u r -  
chased G a s  Ad jus tmen t  w i l l  be a d j u s t e d ,  i f  n e c e s s a r y ,  i n  order t o  
r e f u n d  as  n e a r l y  a s  poss ib le  t h e  R e f u n d a b l e  Amount. 

(3) I n  t h e  e v e n t  o f  any  large or  u n u s u a l  r e f u n d s ,  t h e  
Company may a p p l y  t o  t h e  Energy  R e g u l a t o r y  C o m m i s s i o n  f o r  t h e  r i g h t  
t o  depart from t h e  r e f u n d  p r o c e d u r e  h e r e i n  set  f o r t h .  

The base ra te  for p u r c h a s e d  gas f o r  t h e  f u t u r e  a p p l i c a t i o n  
of t h i s  P u r c h a s e d  G a s  Ad jus tmen t  C l a u s e  is:  

Columbia Gas T r a n s m i s s i o n  C o r p o r a t i o n  $2 .6420  per Mcf 


